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Reporting Format for Financial Statements for Counties and Local Units of Government in Michigan by the Michigan
Department of Treasury.

We affirm that:

1. We have complied with the Bulletin for the Audits of Local Units of Government in Michiganas revised.
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the report of comments and recommendations
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[:] yes ['ﬂ no 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).
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DOEREN MAYHEW

aertiﬁed Public ACCOunta;ltS and Consultants

Independent Auditor's Report

To the Members of the Board of Trustees
of The Library Network

We have audited the accompanying financial statements of the governmental activities and each
major fund and the aggregate remaining fund information of The Library Network as of
September 30, 2004, and for the year then ended which collectively comprise The Library
Network's basic financial statements as listed in the table of contents. These statements are the
responsibility of The Library Network's management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the basic financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities and each major fund and the aggregate remaining
fund information of The Library Network as of September 30, 2004, and the respective changes in
financial position, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The management’s discussion and analysis and budgetary comparison information on pages 3
through 8 and 32 and 33 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management,
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

2300 Top of Troy 735 West Big Beaver Road  “lroy, Michigan 48084-0231 Phone 248.244.3000  Fax 248.244.3090  www.doeren.com

A Professional Corporation
Internationally Moore Stephens Doeren Mayhew
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Our audit was made for the purpose of forming an opinion on the financial statements that
collectively comprise The Library Network’s basic financial statements. The combining fund
financial statements listed as supplementary financial information in the table of contents is
presented for purposes of additional analysis and is not a required part of the basic financial
statements of The Library Network. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
presented in all material respects in relation to the financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated
November 19, 2004 on our consideration of The Library Network’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and
grants. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results of

our audit.

DOEREN MAYHEW
November 19, 2004
Troy, Michigan



THE LIBRARY NETWORK

MANAGEMENT'S DISCUSSION AND ANALYSIS

Using this Annual Report

This annual report consists of three parts - management’s discussion and analysis (this section), the
basic financial statements, and required supplementary information. The basic financial
statements include information that presents two different views of The Library Network:

e The first column of the financial statements includes information on The Library Network’s
Funds under the modified accrual method. These fund financial statements focus on
current financial resources and provide a more detailed view about the accountability of
The Library Network’s sources and uses of funds.

e The adjustment column of the financial statements represents adjustments necessary to
convert the fund financial statements to the government-wide financial statements under
the full-accrual method.

e The government-wide financial statement columns provide both long-term and short-term
information about The Library Network’s overall financial status. The statement of net
assets and the statement of activities provide information about the activities of The Library
Network as a whole and present a longer-term view of The Library Network’s finances.
These statements tell how these services were financed in the short-term as well as what
remains for future spending.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of
supplementary information that further explains and supports the information in the financial
statements.

Dorres Mavurw -3



THE LIBRARY NETWORK

MANAGEMENT'S DISCUSSION AND ANALYSIS

Condensed Financial Information

The table below compares key financial information in a condensed format between the current

year and the prior year:

Current assets
Capital assets

Total assets

Long-term debt
Other liabilities

Total liabilities
Net assets
Invested in capital assets, net of debt
Restricted for Special Revenue
Designated for Menu Services
Unrestricted

Total net assets

Revenues
State Aid
Formula
Other
Total revenues

Expenses - services

Change in net assets

DOFREN MAYHTW

2003-2004 2002-2003
$ 2,553,621 $ 2,441,391
1,832,924 1,561,616
4,386,545 4,003,007
1,001,289 1,087,888
1,261,895 1,076,877
2,263,184 2,164,765
831,635 473,729
933,944 1,200,081
162,000 162,000
195,782 2,432
$ 2,123361 $ 1,838,242
$ 1644312 $ 1,161,877
3,554,555 3,440,560
844,272 920,422
6,043,139 5,522,859
5,619,579 5,367,529
$ 423,560  $ 155,330




THE LIBRARY NETWORK

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Library Network as a Whole

¢ The Library Network’s net assets increased by $423,560 this year compared to $155,330 in
the prior year. The primary reason for this is the increase in the State Aid received from the
State of Michigan. This increase was primarily the result of the membership of the Detroit
Public Library in The Library Network.

o The Library Network’s primary source of revenue is formula for the Menu Services, which
represents 59% of total revenue compared to 62% in the prior year. The Menu Services
departments: Acquisition, Shared Automation, and Bibliographic are zero budget
departments. Any revenue over expenditures at year-end is included in deferred revenue.
State Aid is the primary revenue for the administration of the cooperative, which represents
27% of the total revenue as compared to 21% in the prior year. State Aid increased by 42%
due to the inclusion of the Detroit Public Library into the Cooperative.

o Salaries and fringes continue to be a significant expense of The Library Network,
representing 32% of total expenses. The addition of part-time positions in Human
Resources, Shared Automation Systems, and Delivery, resulted in a 14% increase in
benefits, and a 3% increase in salaries contributed to an increase of $112,275 or 7% over the
prior year. The increase in 2002-03 and 2001-02 was 9% and 6%, respectively.

s Books and materials represent 32% of The Library Network’s total expenses. A decrease in
member library spending has reduced the amount of materials purchased in the current
year by $48,617 or 3%. All but 2% of the books and materials are member library purchases.

e Depreciation expense, which represents 5% of The Library Network’s total expenses,
increased due to the purchasing of a new shared automation system (SIRSI). This is the first

year The Library Network has included depreciation as part of the financial statements.

e Total expenses increased by $252,050 in the current year. This increase is mainly due to the
purchase of the new shared automation system (SIRSI).

Dorrrsy AMaviiew -5-



THE LIBRARY NETWORK

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Library Network’s Funds

Our analysis of The Library Network’s major funds is included on the Statement of Governmental
Revenue, Expenditures, and Changes in Fund Balance/Statement of Activities. The fund column
provides detailed information about the General Fund, Capital Reserve Fund, Shared Automation
Capital Reserve Fund, Grant Fund, MiLE Fund, PLFIG Fund, and Member Advance Fund.

The Library Network's combined fund balance decreased by $129,565 during the current year,
compared to a $39,295 increase in the prior year. Significant decrease in The Library Network’s
fund balances this year was primarily the result of a planned purchase of new hardware and
software for the shared automation system (SIRSI). The break down is as follows:

2003-2004 2002-2003

General Fund - Administration $ 204,728 % 65,532
General Fund - Menu Services 28,710 (40,366)
General Fund - Passthru (96,8606) (75,517)
Capital Reserve 54,548 -
Shared Automation Capital Reserve Fund (384,938) 89,645
Grant Fund 386 -
MiLE Fund 20,507 -
PLFIG Fund 43,360 -

Total increase (decrease) in funds $  (129,565) % 39,295

During the past two years accounts receivable balances have remain unpaid beyond 60 days after
year-end. In 2003-04 the impact of this was $169,806 (General Fund - Administration $550; General
Fund - Menu Services $11,659; General Fund - Passthru $157,597). In 2002-03 the impact was
$116,035 (General Fund - Administration $150; General Fund - Menu Services $40,366; General
Fund - Passthru $75,516). The Library Network is working with the Wayne County Library to
address this problem.

The General Fund - Administration fund balance increased $204,728 in the current year due to
continued controls over expenditures as well as the increase in the population served by the
Cooperative. The impact of the unpaid accounts receivable is minimal.

The General Fund - Menu Services are normally zero-budget departments with the balance going

to deferred revenue. Due to the above mentioned impact of unpaid accounts receivable they have
results other than zero.
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THE LIBRARY NETWORK

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Library Network’s Funds - Continued

The General Fund - Passthru is normally a zero-budget department. All items are purchased for
member libraries and billed out dollar for dollar. Due to the above mentioned impact of unpaid
accounts receivable this department has results other than zero.

The Shared Automation Capital Reserve Fund decreased by $384,938 in the current year. The
expenditures were all due to the purchasing and implementation of SIRSI, the new shared
automation system. All expenditures were budgeted. The annual revenue contributed by member
libraries was reduced in 2003-2004 by $80,575 to $100,035.

The Capital Reserve and PLFIG Funds are new this year. Capital Reserve is a fund set up by the
General Fund for the purchase of capital assets in the future.

The Library Network is the fiscal agent for MiLE and PLFIG.

The Grant Fund has a carryover balance for continuing grant expenditures. The funds were spent
in the first quarter of 2004-2005.

Debt service, consisting of principal and interest, was 3% of total expenditures and 11% of State
Aid in the current year. Debt service was 3% of total expenditures and 15% of State Aid in the
prior year. The debt for The Library Network building was refinanced in the first quarter of 2004-
2005. The new debt service payment will be reduced by $14,405 per year.

The Library Network’s Budgetary Highlights

Over the course of the year, The Library Network Board amended the budget to take into account
events that occurred during the year. The most significant amendments occurred in cooperative
state aid, salaries and fringe benefits, contract services, equipment, and books and materials.

The increase in the budgeted cooperative state aid was the result of including additional
population in the cooperative that was not accounted for in the original budget.

Salaries and fringe benefits budgeted increase due to the increase in delivery from three days a
week to five days a week starting July 1, 2004. In addition, the budgeted amounts were amended

for the continued rising cost of health care.

The increase in the budgeted contract services was due to the payment for delivery service to the
Detroit Public Library.

Dorrrs Marw 7.



THE LIBRARY NETWORK

MANAGEMENT'S DISCUSSION AND ANALYSIS

The Library Network’s Budgetary Highlights - Continued

Equipment budgeted increase due to the member libraries purchasing new computers and
equipment to prepare for the new shared automation system (SIRSI) installation.

The increase in the budgeted books and materials was due to the early billing of subscriptions for
the 2004-2005 fiscal year. The auditors subsequently moved the expenditure to the 2004-2005 fiscal

year removing the need for the increase.

Capital Assets and Debt Administration

At the end of the fiscal year, The Library Network had $1,832,924 invested in land, building,
furniture, and equipment. The Library Network added $502,148 in equipment and software
consisting of the SIRSI system, phone system, mobile lab, and training lab. The Library Network
also added $78,424 in motor vehicles consisting of three trucks for increased delivery. A phone
system was disposed of with a cost basis of $27,347, which had a net book value of $-0-.

The Library Network’s building loan totaled $1,001,289, with an 8.75% interest rate, and a 2012
maturity date at September 30, 2004. In the first quarter of 2004-05, The Library Network
refinanced the building loan with an issuance of a combination of bonds. The tax exempt bonds
are valued at $938,000 with a 4.2% interest rate. The taxable bonds are valued at $114,000 with a
6.5% interest rate. The higher interest rate bonds are to be paid off by December 1, 2005. The
lower interest rate bonds are to be paid off by 2012.

Detroit Public Library

The Detroit Public Library’s membership in The Library Network is likely to change in the future.
The Library Network does not budget the State Aid revenue from Detroit Public Library’s
population until after the start of the fiscal year when their membership status is clarified.

Contacting the Organization’s Financial Management

This financial report is designed to provide a general overview of The Library Network’s finances
to its citizens, customers, investors, and creditors and to demonstrate The Library Network’s
accountability for the money it receives. Questions regarding any information provided in this
report or requests for additional financial information should be addressed to the following:

Director
The Library Network
13331 Reeck Rd.
Southgate, Michigan 48195

Dorrr~ Ao w -5 -



THE LIBRARY NETWORK

GOVERNMENTAL FUNDS BALANCE SHEET AND

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2004
Modified Statement of
Accrual Basis Adjustments Net Assets
Assets
Cash and cash equivalents (note 3) $ 1,267,149 % - $ 1,267,149
Restricted cash 208,752 - 208,752
Receivables (net) 716,649 - 716,649
Inventories 20,165 - 20,195
Prepaid expenses 340,876 - 340,876
Capital assets - less accumulated
depreciation (note 4) - 1,832,924 1,832,924
Total assets 2,553,621 1,832,924 4,386,545
Liabilities
Accounts payable 358,793 - 358,793
Accrued liabilities 235,651 - 235,651
Deferred revenue 675,437 (169,806) 505,631
Compensated absences 38,763 123,057 161,820
Mortgage payable - current portion {note 5} - 94,488 94,488
Long-term liabilities
Mortgage payable (note 5) - 906,801 906,801
Total Habilities 1,308,644 954,540 2,263,184
Fund Balance
Fund balance - unreserved
Designated for menu services 150,345 (150,345) -
Undesignated 160,688 (160,688) -
Fund balance - reserved
Designated for special revenues 933,944 (933,944) -
Total fund balance 1,244 977 (1,244,977) -
Total liabilities and fund balance $ 2,553,621
Net Assets
Invested in capital assets
(net of related debt) 831,635 831,635
Restricted for
Special revenues 933,944 933,944
Menu services 162,000 162,000
Unrestricted 195,782 195,782
Total net assets % 878,384 $ 2,123,361

See accompanying notes to combined financial statements

NorreEN Ao - 9 -



THE LIBRARY NETWORK

STATEMENT OF GOVERNMENTAL REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE AND STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Modified Statement of
Accrual Basis Adjustments Activities
Revenues
Formula revenues $ 3,041,349 $ 169,256 $ 3,210,605
Formula telecommunications 343,950 - 343,950
Mernber reimbursements 154,583 - 154,583
Earned income 229,936 - 229,936
Rental income 35,925 - 35,925
Cooperative state aid 1,644,312 - 1,644,312
Nonmember reimbursements 1,950 - 1,950
Consulting fees 104,809 - 104,809
Interest 13,618 - 13,618
Federal grant revenue 26,066 - 26,666
Miscellaneous revenue 20,256 - 20,256
Contracts 255,976 550 256,525
Total revenues 5,873,333 169,806 6,043,139
Expenditures
Books and materials 1,799,704 - 1,799,704
Salaries and employee benefits 1,806,454 {3,006} 1,803,448
Supplies and miscellaneous 221,691 - 221,691
Contractual services 446,950 - 446,950
Utilities and telephone 416,860 - 416,860
Other costs/transfers, less debt payment 382,178 - 382,178
Equipment maintenance 724,410 (580,572) 143,838
Grant expenditures 26,280 - 26,280
Depreciation - 286,858 286,858
Debt Service
Principal 86,599 (86,599) -
Interest 91,772 - 91,772
Total expenditures 6,002,898 (383,319) 5,619,579
Excess of Revenues Over (Under) Expenditures/
Change in Net Assets (129,565} 553,125 423,560
Fund Balance/Net Assets - October 1, 2003 1,374,542 325,259 1,699,801
Fund Balance/Net Assets - September 30, 2004 $ 1,244 977 % 878,384 $ 2,123,361

See accompanying notes to combined financial statements

BYOFREN AMaview - 10 -



THE LIBRARY NETWORK

RECONCILIATION OF THE FUND FINANCIAL STATEMENTS TO THE
GOVERNMENT-WIDE FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Total fund balance and the net change in fund balance of The Library Network's governmental fund differs from net assets and changes in net
assets of the governmental activities reported in the statement of net assets and statement of activities. This difference primarily results from the
long-term economic focus of the statement of net assets and statement of activities versus the current financial resources focus of the governmental

fund balance sheet and statement of revenue, expenditures and change in fund balance. The following are reconciliations of fund balance to net
assets and the net change to the net change in net assets:

Total Fund Balance - Modified Accrual Basis $ 1,244,977
Amounts reported in the statement of net assets are different because:

Accounts receivables not collected within 60 days of year-end are
reported as deferred revenues 169,806

Capital assets arc not financial resources, and are not reported
in the funds 1,832,524

Compensated absences are included as a liability (123,057)

Long-term liabilities are not due and payable in the current period

and are not reported in the funds (1,001,289)
Net Assets of General Fund - Full Accrual Basis 5 2,123,361
Net Change in Fund Balances - Modified Accrual Basis S (129,565)
Amounts reported in the statement of activities are different because:
Revenues not collected within 60 days of year-end are recognized in
the statement of activities, but not in the fund statements 169,806
Capital outlays are reported as expenditures in the statement of revenue,
expenditures, and changes in fund balance; in the statement of activities,
these costs are allocated over their estimated useful lives as depreciation:
Equipment Maintenance 78,424
Special Revenue Fund 502,148
Depreciation (286,858)
Increase in the accrual for long-term compensated absences reported as an
expenditure in the statement of activities, but not in the fund statements 3,006
Repayments of loan principal are reported as an expenditure in the fund
staternents, but not in the statement of activities (where it reduces long-
term debt} 86,599
Change in Net Assets of General Fund - Full Accrual Basis $ 423,560

See accompanying notes to combined financial statements
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THE LIBRARY NETWORK

COMBINING BALANCE SHEET - GOVERNMENTAL FUNDS

SEPTEMBER 30, 2004
Total
General Special Agency Governmental
Fund Revenue Fund Funds
Assets
Cash and cash equivalents $ 333,205 % 933,944 $ - $ 1,267,149
Restricted cash - - 208,752 208,752
Inventories 20,195 - - 20,195
Prepaid expenses 340,876 - - 340,876
Due from member libraries 716,649 - - 716,649
Total assets % 1,410,925 ) 933,944 % 208,752 $ 2,553,621
Liabilities
Accounts payable $ 358,793 % - % - $ 358,793
Advances from member libraries - - 208,752 208,752
Accrued wages and payroll taxes 38,763 - - 38,763
Due to other governmental units 26,899 - - 26,895
Deferred revenue 675,437 - - 675,437
Total liabilities 1,099,892 - 208,752 1,308,644
Fund Equity
Fund balance - unreserved
Designated for SAS 97,434 - - 97,434
Designated for Bibliographic 23,453 - - 23,453
Designated for Acquisitions 29,458 - - 26,458
Undesignated 160,688 - - 160,688
Fund balance - reserved
Designated {or special revenues - 933,944 - 933,944
Total fund equity 311,033 933,944 - 1,244,977
Total liabilities and
fund equity $ 1,410,925 % 933,944 5 208,752 % 2,553,621

See accompanying notes to combined financial statements
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COMBINING STATEMENT OF REVENUES, EXPENDITURES AND

THE LIBRARY NETWORK

CHANGES IN FUND BALANCE - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Revenues
Formula revenues

Formula telecommunications

Member reimbursements

Earned income
Rental income
Cooperative state aid

Nonmember reimbursements

Consulting fees
Interest

Federal grant revenue
Miscellaneous revenue
Contracts

Total revenues

Borrry Mavionw

Total
General Special Governmental
Fund Revenue Funds
$ 3,041,349 - $ 3,041,349
343,950 - 343,950
- 154,583 154,583
229,936 - 229,936
35,925 - 35,925
1,644,312 - 1,644,312
1,950 - 1,950
15,000 89,809 104,809
6,549 7,069 13,618
- 26,666 20,666
20,256 - 20,256
149,790 106,189 255,979
5,489,017 384,316 5,873,333

See accompanying notes to combined financial statements
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THE LIBRARY NETWORK

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCE - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Expenditures
Books and materials
Salaries and employee benefits
Supplies and miscellaneous
Contractual services
Utilities and telephone
Other costs/transfers
Equipment maintenance
Grant expenditures

Total expenditures

Excess of Revenues Over (Under)
Expenditures

Fund balance - unreserved
Designated for Menu Services
Undesignated

Fund balance - reserved
Designated for special revenues

Total Fund Balance - October 1, 2003

Fund balance - unreserved
Designated for Menu Services
Undesignated

Fund balance - reserved
Designated for special revenues

Total Fund Balance - September 30, 2004

Total
Special Governmental
General Revenue Funds

1,798,838 866 1,799,704
1,806,454 - 1,806,454
221,691 - 221,691
365,989 80,961 446,950
416,860 - 416,860
516,938 43,611 560,549
225,675 498,735 724,410
- 26,280 26,280
5,352,445 650,453 6,002,898

136,572 (266,137) (129,565)
121,634 - 121,634
52,827 - 52,827
- 1,200,081 1,200,081
174,461 1,200,081 1,374,542
150,345 - 150,345
160,688 - 160,688
- 933,944 933,944
311,033 933,944  § 1,244,977

See accompanying notes to combined financial statements
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Summary of Significant Accounting Policies

The accounting policies of The Library Network conform to generally accepted
accounting principles (GAAP) as applicable to governmental units. The following is a
summary of the significant accounting policies:

The Reporting Entity

The Library Network was established under the terms of the State of Michigan Public
Act 89 of 1977. The Network operates as a cooperative library providing various
services to member libraries located in Wayne, Qakland, Livingston, St. Clair and
Washtenaw Counties.

The Library Network is governed by a nine-member Board of Trustees elected by
member libraries. There are no component units to be included in these financial

statements.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government and its component units. For the most part, the effect of interfund
activity has been removed from these statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely, to a significant extent on fees and
charges for support. Likewise, the primary government is reported separately from the
legally separate component unit for which the primary government is fiscally
accountable.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include: 1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment, and 2)
grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not included
among revenues mentioned above are reported instead as general revenues.

-15-
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Summary of Significant Accounting Policies - Continued

Government-Wide and Fund Financial Statements - Continued

Separate financial statements are provided for Governmental Funds, Proprietary Funds,
and Fiduciary Funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund and
fiduciary fund financial statements. Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are recognized as revenues in the year for which they are levied. Grants
and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Governmental funds financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, The Library
Network considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period.

Governmental funds expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures
related to compensated absences and claims and judgments, are recorded only when
payment is due.

On the governmental funds statements, property taxes, licenses, and interest associated
with the current fiscal period are all considered to be susceptible to accrual and have
been recognized as revenues in the current fiscal period. All other revenue items are
considered to be measurable and available only when cash is received by the
government.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1l - Summary of Significant Accounting Policies - Continued

yorres Mavnew

Measurement Focus, Basis of Accounting and Financial Statement Presentation -

Continued

The Library Network reports the following major governmental funds:

The General Fund contains the records of the ordinary activities of The Library
Network that are not accounted for in another fund. General Fund activities are
financed by revenue from member reimbursements, cooperative state aid and
other sources.

The Grant Fund accounts for the all federal program revenues and expenditures.
Financing is provided by federal grants.

The MILE Fund accounts for the operation and maintenance of the MIiLE
automation system. The fund is financed by charges to member libraries.

The PLFIG Fund accounts for the activities related to the research into alternative
sources of financing. The fund is financed by donations by libraries.

The General Fund Capital Reserve accounts for the accumulation of funds for the
purchase of capital assets in the future.

The SAS Capital Reserve Fund accounts for the operation and maintenance of the
shared automation system. The fund is financed by charges to member libraries.

The Agency Fund accounts for the accumulation of resources to be used by
member libraries to meet their various budgetary needs.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1 - Summary of Significant Accounting Policies - Continued

Measurement Focus, Basis of Accounting and Financial Statement Presentation -
Continued

Private-sector standards of accounting and financial reporting issued prior to December
1, 1989, generally are followed in both the government-wide and proprietary fund
financial statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board. Governments also have
the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The government has
elected not to follow subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements, exceptions to this general rule are payments in-
lieu of taxes and other charges between the government’s water and sewer function and
various other functions of the government. Elimination of these charges would distort
costs and program revenues reported for the various functions concerned.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The principal operating revenues of the water and arena funds and
the government’s internal service fund are charges to customers for sales and services.
Operating expenses for enterprise funds and internal service funds include the cost of
sales and services, administrative expenses, and depreciation on capital assets. All
revenues and expenses not meeting this definition are reported as nonoperating revenues
and expenses.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1 - Summary of Significant Accounting Policies - Continued

DoEREN MavHiw

Measurement Focus, Basis of Accounting and Financial Statement Presentation -

Continued

When both restricted and unrestricted resources are available for use, it is the
government’s policy to use restricted resources first, then unrestricted resources as they
are needed.

Budgets and Budgetary Accounting

The Library Network follows these procedures in establishing the budgetary data
reflected in the supplementary information:

By the last day of August, The Library Network Director submits to the board
a proposed operating budget for the fiscal year commencing the following
October 15t. The operating budget includes proposed expenditures and the
means of financing them.

Public hearings are conducted by the board to obtain member comments.

No later than the last day of September, the budget is legally enacted through
passage of a board resolution.

Formal budgetary integration is employed as a management control device
during the year for all governmental funds.

Budgets are adopted on a modified accrual basis consistent with generally
accepted accounting principles.

Budgetary control over expenditures is maintained on an activity level basis
by department, which is the legal level of control for all funds. Administrative
control is maintained through the establishment of more detailed line-item

budgets.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1 - Summary of Significant Accounting Policies - Continued

Measurement Focus, Basis of Accounting and Financial Statement Presentation -
Continued

Budgets and Budgetary Accounting - Continued

» DBudgets are adopted by the board are at the activity level. The Library
Network has the authority to transfer necessary amounts between activities
within the same department of any fund and make any adjustments which do
not affect the ending fund balance. Transfers between departments do not
require approval by the board.

e Supplemental appropriations for additional expenditures, which require an
appropriation of available fund balance, must be approved by the board.

e Budgeted amounts are as originally adopted or as amended by the board
during the year.

* Appropriations for continuing projects are incorporated in the budget of the
ensuing year. The Library Network reserves fund balances for these items.

Assets, Liabilities and Net Assets or Equity

Cash and Cash Equivalents

The Library Network considers cash on hand and demand deposits, and short-
term investments with maturities of three months or less when purchased to be
cash equivalents.

Investments

Investments are reported at their fair value.

Dorres Mavnsw -20-



THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note 1 - Summary of Significant Accounting Policies - Continued

Measurement Focus, Basis of Accounting and Financial Statement Presentation -

Continued

Dorres Mavinm

Assets, Liabilities and Net Assets or Equity - Continued

Inventories and Prepaid Items

Inventories are accounted for using the consumption method and are valued at
cost (first-in, first-out).

Certain payments to vendors reflect costs applicable to future accounting periods
and are recorded as prepaid items in both government-wide and fund financial

statements.

Capital Assets

Capital assets, which include property, equipment, and vehicles, are reported in
governmental activities columns of the government-wide financial statements.
Capital assets are defined by The Library Network as tangible property having a
useful life in excess of three years and whose cost exceeds $5,000.

All fixed assets are valued at historical cost. Donated fixed assets are recorded at
their fair value on the date donated.

The costs of normal maintenance and repairs that do not add to the value of the

asset or materially increase the assets lives are not capitalized. Major outlays for
capital assets are capitalized as projects are constructed.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1 - Summary of Significant Accounting Policies - Continued

Measurement Focus, Basis of Accounting and Financial Statement Presentation -

DOEREN Maiirw

Continued

Assets, Liabilities and Net Assets or Equity - Continued

Capital Assets - Continued

Depreciation of all exhaustible fixed assets used by The Library Network is
charged as an expense against its various functions. Depreciation is computed
using the straight-line method over the estimated useful lives of the related assets
as follows:

Years
Buildings 20
Equipment 6-10
Vehicles 4

Long-Term Obligations

In the government-wide financial statements and proprietary fund financial
statements, long-term debt, notes, and other obligations are reported as liabilities
in the applicable governmental activities, business-type activities, or proprietary
fund types statement of net assets.

In the fund financial statements, governmental fund types recognize bond
premiums and discounts as well as issuance costs during the current period. The
face amount of debt is reported as other financing sources. Premiums and
discounts are reported as other financing sources (uses) while issuance costs are
reported as expenditures.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1 - Summary of Significant Accounting Policies - Continued

Dorre~ Mo

Measurement Focus, Basis of Accounting and Financial Statement Presentation -

Continued

Assets, Liabilities and Net Assets or Equity - Continued

Net Assets

Net assets represent the difference between assets and liabilities. Net assets
invested in capital assets, net of related debt consists of capital assets, net of
accumulated depreciation, reduced by the outstanding balances of any
borrowings used for the acquisition or construction of those assets. Net assets are
reported as restricted when there are limitations imposed on their use either
through enabling legislation or through external restrictions imposed by
creditors, grantors, laws, or regulations from other governments.

Revenues, Expenditures and Expenses

The Library Network bills and collects fees for services on a cost reimbursement
basis. Fees not collected within 60 days of year-end are classified as deferred
revenues.

The Library Network also collects monies from the State of Michigan for
cooperative state aid.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note1 - Summary of Significant Accounting Policies - Continued

Measurement Focus, Basis of Accounting and Financial Statement Presentation -

Dosre~ Moanew

Continued

Revenues, Expenditures and Expenses - Continued

Compensated Absences

The Library Network's employees are granted vacation and sick leave in varying
amounts based on length of service. Employees can accumulate up to two years
of vacation time. Upon termination, employees are paid for unused vacation at
their current rates. Sick leave is accumulated at the rate of eight hours per month.
Unused sick leave accumulates from year-to-year to a maximum of 130 days.
Upon termination, employees are paid for their sick leave, up to a maximum of
130 days, at their current rates according to the following:

50% of their balance upon death or normal retirement
25% of their balance upon termination

It is The Library Network’s policy to recognize the cost of vacation and sick leave
at the time the liability is incurred, including salary related payments. A liability
for the entire amount of current and long-term is accrued in the government-wide
financial statements. In the fund financial statements, the current portion of the

cost of vacation pay and sick leave is recorded in the appropriate government
fund.
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Note 3 -
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Stewardship, Compliance and Accountability

Excess Expenditures Over Appropriations

During the fiscal year ended September 30, 2004, The Library Network incurred
expenditures in certain budgeted funds which were in excess of the amounts
appropriated. Available revenues or fund balance funded the following expenditures in
excess of budgeted amounts:

Special Revenue Funds

Books and materials $ 866

Cash and Cash Equivalents

The Library Network’s deposits and investments are included on the statement of net
assets under the following classifications:

Cash and cash equivalents $ 1,267,149

Restricted cash and cash equivalents 208,752

Total $ 1475901

The above amounts are classified by Governmental Accounting Standards Board
Statement Number 3 in the following categories:

Bank deposits (checking accounts, savings accounts

and certificates of deposit) $ 1,199,966

Investments in bank cash management funds and
mutual funds 275,538
Petty cash or cash on hand 397
Total 1,475,901
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Cash and Cash Equivalents - Continued

Deposits

The above deposits were reflected in the accounts of the bank (without recognition of
checks written but not cleared or of deposits in transit) at $1,670,508. Of that amount,
$166,786 was covered by the Federal Depository Insurance Corporation and $1,503,722
was uninsured and uncollateralized. The Library Network believes that due to the
dollar amounts of cash deposits and the limits of FDIC insurance, it is impractical to
insure all bank deposits. In addition, the laws of the State of Michigan do not provide
for the collateralization of bank deposits. As a result, The Library Network evaluates
each financial institution it deposits funds with and assesses the level of risk of each
institution; only those institutions with an acceptable estimated risk level are used as
depositories.

Investments

The Library Network is authorized by the State of Michigan Public Act 20 of 1943 (as
amended) to invest surplus monies in U.S. bonds and notes, certain commercial paper,
U.S. government repurchase agreements, bankers” acceptances and mutual funds and
investment pools that are composed of authorized investment vehicles. Investments in
the General Fund, Special Revenue Funds and Agency Fund are stated at fair value.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Note 4 - Capital Assets

Capital asset activity of the primary government's Governmental Activities are as

follows:
Balance Balance
Oct. 1, 2003 Additions Retirements Sept. 30, 2004
Governmental Activities
Capital assets not depreciated
Land % 135,000 % - $ - 5 135,000
Capital assets being depreciated
Buildings 1,592,936 - - 1,592,936
Equipment 1,854,760 502,148 (27,347) 2,329,561
Vehicles 57,450 78,424 - 135,874
Totals at historical cost 3,640,146 580,572 {27,347) 4,193,371
Less Accumulated Depreciation for
Buildings 554,340 79,647 - 633,987
Equipment 1,489,282 179,243 (27,347} 1,641,178
Vehicles 57,314 27,968 - 85,282
Total accumulated
depreciation 2,100,936 286,858 (27,347) 2,360,447
Total Governmental
Activities Capital
Assets, net $ 1,539,210 & 203714 % - $ 1,832,924

Depreciation expense was not charged to governmental functions and is reported as an
unallocated expense of $286,858.

DoOrrEN M _7.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Long-Term Obligations

The following is a summary of individual issues comprising long-term obligations of
The Library Network at September 30, 2004 and the changes therein for the year then
ended:

Interest Balance Balance
Rate Oct. 1, 2003 Additions Deletions Sept. 30, 2004
Governmental
Activities
Mortgage 8.75% $ 1087838 &% - $ (86,299) & 1,001,289

In November 2004, The Library Network refinanced its long-term obligations through
the issuance of a combination of bonds. Tax exempt bonds totaling $938,000 were issued
with a 4.2% interest rate. Taxable bonds with a value of $114,000 were issued with an
interest rate of 6.5%.

The annual requirements to pay principal and interest on the refinanced long-term
bonds, notes, and contracts outstanding at September 30, 2004 are as follows:

Fiscal Primary Government
Year Governmental Activities

Ending Principal Interest
2005 $ 79,604 $ 34,867
2006 125,392 38,088
2007 130,893 32,615
2008 136,497 26,991
2009 142,342 21,126
2010 148,436 15,010
2011 154,792 8,632
2012 134,044 2,126
Total $ 1,052,000 % 179,455
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Note 7 -
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Changes in General Fund Reserves/Fund Balance

Balance Balance
10/1/03 Additions Reductions 9/30/04

Reserved
Special revenues $ 1,200,081 $ - $ 266,137 $ 933,944
Unreserved
Designated for Menu
services 52,324 98,021 - 150,345
Undesignated 121,634 39,054 - 160,688
Totals $ 1374039 § 137075 $ 266,137 $ 1,244 977

Defined Benefit Pension Plan

Plan Description

The Library Network’s defined benefit plan, the Municipal Employees Retirement
System of Michigan (MERS) is an agent multiple-employer pension plan. The plan
provides both retirement and death and disability benefits. The State of Michigan Public
Act Number 220 of 1996 assigns the authority to establish and amend the benefit
provisions of the MERS plan document. The MERS issues a publicly available financial
report that includes financial statements and required supplementary information. That
report may be obtained by writing to MERS, 1134 Municipal Way, Lansing, Michigan
48917.

Funding Policy

The Library Network is required to coniribute at actuarially determined rates based on
employee classification: the current rates range between 4.73% and 7.19% of covered
payroll. Contributions are required by the employees based on employee classification:
the current rates range between 0% and 5%. The contribution requirements of The
Library Network are established and may be amended by the Board of Trustees.
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THE LIBRARY NETWORK

NOTES TO COMBINED FINANCIAL STATEMENTS
SEPTEMBER 30, 2004

Defined Benefit Pension Plan - Continued

Annual Pension Cost

The Library Network’s annual minimum required contribution was $82,140. The actual
contribution for the year ended September 30, 2004 was $75,127. These contributions
were made based upon billings by MERS. The required contribution was determined as
part of the December 31, 2003 actuarial valuation using the entry age normal actuarial
cost method. The actuarial assumptions included (a) a rate of return on investments of
8.0%, (b) projected salary increases of 4.5%, (c) additional projected salary increases
ranging from 00% to 4.2% per year depending on age and attributable to
seniority /merit, and (d) the assumption that benefits will not increase after retirement.
The actuarial value of MERS assets were determined using techniques that smooth the
effects of short-term volatility in the market value of investments over a four year
period.

Four year trend information for MERS is as follows:

Annual Percentage Net
Year Ended Pension of APC Pension
December 31, Cost (APC) Contributed Obligation
2000 $ 43,593 112% $ -
2001 49,956 35% -
2002 73,656 34% -
2003 82,140 91% -

See the required supplementary information section of the financial statements for the
summary Schedule of Funding Progress.

Risk Management and Benefits

The Library Network is exposed to various risks of loss related to property loss, torts,
errors and omissions and employee injuries (workers’ compensation), as well as medical
benefits provided to employees. The Library Network has purchased commercial
insurance for these claims. Settled claims have not exceeded the amount of insurance
coverage in any of the past three years.
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THE LIBRARY NETWORK

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF FUNDING PROGRESS OF THE MERS RETIREMENT PLAN

Actuarial UAALasa
Actuarial Accrued Unfunded Percentage
Actuarial Value of  Liability (AAL) AAL Funded Covered of Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b - a) (a/b) (© (b-a)/c)
1999 $ 3248916 $% 3,091,944 § (156,972) 105% $ 1,142,196 (13.7)%
2000 3,517,384 3,368,417 (148,967) 104 1,135,689 (13.1)
2001 3,735,429 3,652,624 (82,805) 102 1,128,922 (7.3)
2002 3,762,892 3,952,692 189,800 95 1,283,902 14.8
2003 4,205,360 3,955,377 249,983 94 1,349,055 18.5

DoEREN MAavikw
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THE LIBRARY NETWORK
GENERAL FUND - MENU SERVICES

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Acquisitions SAS Bibliographic Total
Revenues
Contracts % 18,549 % 11,959 % 12,180 $ 42,688
Farned income 63,874 102,231 - 166,105
Miscellaneous revenue 2,539 - - 2,539
Formula revenues 277,120 730,399 241,065 1,248,584
Formula Telecommunications - 343,950 - 343,950
Total revenues 362,082 1,188,539 253,245 1,803,866
Expenditures
Salaries and employee benefits 223,005 508,820 168,504 600,329
Books and materials 34,796 1,293 748 36,837
Supplies and miscellanecus 14,073 120,765 874 135,712
Utilities and telephone - 351,407 - 351,407
Equipment maintenance - 144,526 - 144,526
Contractual services 15,740 12,620 77,665 106,025
Other costs/transfers 37,679 55,639 7,001 100,319
Total expenditures 325,293 1,195,070 254 792 1,775,155
Excess of Revenues Over (Under)
Expenditures 36,789 (6,531) {1,547) 28,711
Fund Balance (Deficit} - October 1, 2003 {7,330) 103,964 25,000 121,634
Fund Balance - September 30, 2004 $ 29,459 $ 97,433 % 23,453 $ 150,345
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THE LIBRARY NETWORK
GENERAL FUND - MENU SERVICES

SCHEDULE OF DEFERRED REVENUES
FOR THE YEAR ENDED SEPTEMBER 30, 2004

Acquisitions SAS Bibliographic Total
Balance - October 1, 2003 5 26,994 % 26,520 % 27,166 % 80,680
Current Year Increase (Decrease) (11,124) 58,728 37,771 85,375
Balance - September 30, 2004 s 15870 % 85248 & 64937 % 166,055
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THE LIBRARY NETWORK

REPORT ON COMPLIANCE
AND ON INTERNAL CONTROL

SEPTEMBER 30, 2004
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DOEREN MAYHEW

Certlﬁed Puhhc Accountants and Consultants

To the Members of the Board of Trustees
of The Library Network

We have audited the general purpose financial statements of The Library Network as of and for
the year ended September 30, 2004, and have issued our report thereon dated November 19, 2004.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether The Library Network’s general purpose
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered The Library Network’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be
material weaknesses. A material weakness is a condition in which the design or operation of one
or more of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.
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This report is intended solely for the information and use of the management and Board of
Trustees and is not intended to be and should not be used by anyone other than these specified
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DOEREN MAYHEW

November 19, 2004
Troy, Michigan



